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(57) ABSTRACT 

The invention relates to ?nancial products that provide a 
return that is a function of future sales/revenues, preferably 
gross sales/revenue, over a speci?ed period of time. One 
embodiment of a method for creating such a ?nancial 
product includes providing standard forms to an issuer and 
underwriter and standard terms to an issuer and investors. 
The terms to the issuer include providing capital to the issuer 
in exchange for a return that is a function of future sales over 
a speci?ed period of time. The process further includes 
creating instruments representing investment in the ?nancial 
product. The process creates the instruments in suf?cient 
numbers and in appropriate denominations to facilitate trad 
ing in the ?nancial product. 
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SECURITIZATION OF SALES PARTICIPATION 
CERTIFICATES 

RELATED APPLICATIONS 

[0001] This application is a continuation-in-part (CIP) 
application of US. patent application Ser. No. 10/153,052 
?led May 21, 2004 and entitled “SecuritiZation of Sales 
Participation Certi?cates,” Which is a CIP of US. patent 
application Ser. No. 10/131,051, ?led Apr. 24, 2002 and 
entitled “SecuritiZation of Sales Participation Certi?cates,” 
both of Which are incorporated herein by reference in their 
entirety. This application also claims the bene?t of, and 
priority to, US. Provisional Patent Application Ser. No. 
60/543,983, ?led Feb. 12, 2004, entitled “Sales Certi?cates: 
A NeW Security,” and incorporated herein by reference in its 
entirety. 

FIELD OF THE INVENTION 

[0002] The invention relates to a neW type of security and, 
more particularly, to securities that provide a return that is a 
function of future sales/revenue, preferably gross sales/ 
revenue, over a speci?ed period of time. 

BACKGROUND OF THE INVENTION 

[0003] Large ?rms, can raise funds in a variety of Ways 
including: (1) borroWing from banks; (2) issuing their oWn 
obligations directly to investors; and (3) issuing their obli 
gations to an entity that in turn issues its oWn obligations to 
investors. SecuritiZation can impact each of these modes of 
raising funds and has become an ef?cient and inexpensive 
source of capital for businesses. 

[0004] The parties to securities transactions are called 
issuers and investors. Issuers sell and investors buy and trade 
in securities With the help of market intermediaries. Under 
Writers distribute securities from issuers to investors. The 
initial sale of securities from issuers to investors is termed 
the primary market. Broker-dealers participate in, or main 
tain, secondary markets in Which investors trade among 
themselves in securities. Tamar Frankel in Chapter 1 of 
SecuritiZation, Structured Financing, Financial Asset Pools, 
and Asset-Backed Securities, incorporated herein by refer 
ence in its entirety, points out that a variety of securitiZed 
loans eXist including mortgages, auto and light truck loans, 
credit card and trade receivables, computer leases and insur 
ance premium loans. 

[0005] One can describe securitiZation to date as the sale 
of ?nancial instruments, representing oWnership interests in, 
or secured by, a segregated, income-producing asset or pool 
of assets. The securitiZation transaction reduces or reallo 
cates certain risks inherent in oWning, or lending against, the 
underlying assets. The securitiZation transaction also 
ensures that such assets are more readily marketable and, 
thus, more liquid than oWnership interests in, and loans 
against, the underlying assets. 

[0006] Securities and debts are both obligations by one 
party to another. A primary distinction betWeen securities 
and debts is that debts are less amenable to trading than are 
securities. The form, amounts, and terms of debts are 
negotiated betWeen the lender and borroWer and, as such, do 
not meet the conditions necessary to create active securities 
markets in them. Such markets need: 1) standard forms and 
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terms rather than custom-made instruments; 2) the provision 
of instruments in numbers and denominations to facilitate 
trading; and 3) relatively loW-cost information about the 
underlying assets. Debts lack these attributes. 

[0007] While securitiZation brings greater liquidity to the 
markets and alloWs participants to better allocate the risks 
involved, many securities do not alloW the investor to easily 
or fully inform himself as to his current ?nancial position as 
determined by the securities. With respect to bonds, only the 
prices of on-the-run treasury bonds are readily available to 
market participants because there are so many individual 
bond issues traded (on-the-run treasury bonds are recently 
issued treasury bonds), and corporate debt issues have 
prepayment, conversion, roll-over and other features that are 
dif?cult to evaluate. With respect to equity or stocks, it is a 
demanding task to understand the accounting practices that 
generate the earnings per share ?gures used to value equity 
securities. The Association for Investment Management and 
Research (WWW.AIMR.com) requires members to success 
fully undertake years of courses and eXams before it Will 
aWard the practitioner With its Chartered Financial Analyst 
(“CF ”) designation. Most CFA’s Work for large money 
management organiZations. Thus, there is a need for ?nan 
cial products that provide an investor With easily obtainable 
and veri?able knoWledge about What the investor is buying. 

SUMMARY OF THE INVENTION 

[0008] The invention relates to ?nancial products that 
provide a return that is a function of future sales/revenues, 
preferably gross sales/revenues, over a speci?ed period of 
time. As opposed to asset-backed securities, securitiZation in 
this instance represents property interest in the stream of 
payments representing an organiZation’s sales or revenues. 
Thus, in a preferred embodiment, there are no assets segre 
gated as collateral for this security. One embodiment of a 
method for creating such a ?nancial product includes pro 
viding standard forms and terms to an issuer and to inves 
tors. The terms to the issuer include providing capital to the 
issuer in eXchange for a return to the investor that is a 
function of future sales of the issuer over a speci?ed period 
of time. 

[0009] According to this embodiment, the terms to the 
investors are non-negotiable and there is no asset or collat 
eral set aside to insure repayment of the investor’s capital 
because the security eXpires Worthless at maturity. Investors 
investing in the ?nancial product provide capital to the 
issuer. Information about the issuer’s obligations pursuant to 
the above-referenced terms comes at a loW-cost relative to 
obtaining information either about a borroWer in a conven 
tional commercial loan conteXt or about the earnings accru 
ing to an account of an equity investor. The process further 
includes creating instruments representing investment in the 
?nancial product. The process creates the instruments in 
suf?cient numbers and in appropriate denominations to 
facilitate trading in the ?nancial product. 

[0010] Another embodiment of the invention provides a 
system for preparing to register a sales participation based 
offering. The system includes: a memory for storing instruc 
tions; and a processor in communication With the memory. 
The processor utiliZes the instructions stored in the memory 
for: receiving information regarding the amount of an issue 
desired by a potential issuer; receiving sales information 
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related to current sales and to sales growth rate for the 
potential issuer; receiving discount rate information for the 
issue; and calculating a function of future sales of the issuer 
appropriate to service the issue. In one embodiment, the 
function of future sales is solely a function of future sales 
and is not a function of already completed sales or receiv 
ables. In an alternative embodiment, the function of future 
sales can be a function of completed sales or receivables in 
addition to being a function of future sales. For example, a 
sales certi?cates could provide a return that is a percentage 
of futures sales and the sales for the year the certi?cate 
issued Which could include both future sales and sales that 
Were already completed at the time of issuance of the 
certi?cate. 

BRIEF DESCRIPTION OF THE DRAWINGS 

[0011] The foregoing and other objects, features, and 
advantages of the invention Will be apparent from the 
folloWing description When read together With the accom 
panying draWings. 
[0012] FIG. 1 illustrates one embodiment of a method 
according to the invention 

[0013] FIG. 2 illustrates the relationship betWeen issuers, 
market intermediaries and investors in a primary market; 

[0014] FIG. 3 illustrates the relationship betWeen inves 
tors, broker/dealer(s), and possibly an exchange in a sec 
ondary market; 
[0015] FIG. 4A illustrates one embodiment of a Web site 
for generating forms for submission to the Securities and 
Exchange Commission (SEC) in association With perform 
ing the method of FIG. 1; 

[0016] FIG. 4B illustrates an example of a pro?t and loss 
statement for a company that has raised capital using the 
method illustrated in FIG. 1, the pro?t and loss statement 
being a part of the Web site of FIG. 4A; and 

[0017] FIG. 5 is a block diagram illustrating one embodi 
ment of a computer system for implementing methods of the 
present invention; 

[0018] FIGS. 6A and 6B are income statements for an 
issuer of debt and for an issuer of certi?cates, respectively; 

[0019] FIG. 7A is a distribution of asset value for com 
parable debt and certi?cate issues; and 

[0020] FIG. 7B is a distribution of asset value for com 
parable debt and certi?cate portfolios. 

DETAILED DESCRIPTION OF THE 
INVENTION 

[0021] The invention relates to a neW type of security or 
?nancial product, and, more particularly, to ?nancial prod 
ucts that provide returns that are a function of future 
sales/revenues, preferably gross sales/revenues, over a 
speci?ed period of time. Thus, future sales are distinct from 
already completed sales and are distinct from trade receiv 
ables (money that a ?rm currently expects to receive from 
already completed sales). For present purposes, this type of 
?nancial product is referred to as a securitiZed sales certi? 
cate or simply as a sales certi?cate. Also for present pur 
poses, the term sales and the term revenues are used inter 
changeably. This invention contemplates a variety of Ways 
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of determining a ?rm’s sales or revenues. In one embodi 
ment, the sales or revenues are de?ned by sales or revenues 
as reported on a ?rm’s income statements. This invention 
contemplates such sales reports to be any of gross, net of 
promotional discounts, and/or sales that have been booked 
for Which the resulting income has been, or has yet to be, 
received. Embodiments of the invention relate to securities 
that provide a return that is a function of future sales as 
distinct from the securitiZation of trade receivables that are 
already on the books. 

[0022] With reference to FIG. 1, one embodiment of a 
method according to the invention includes providing 100 
standard forms to an issuer and to an underWriter and 
standard terms to an issuer and to investors. The terms to the 
issuer include providing capital to the issuer in exchange for 
a return that is a function of future gross sales/revenues. The 
method further includes determining 102 from the issuer, 
e.g., from standard forms, the amount of capital desired and 
calculating an appropriate function, e. g., percentage, of sales 
to achieve the desired capital contribution to the issuer. 

[0023] Based on an appropriate function, e.g., percentage, 
of sales, the method creates 108 instruments in suf?cient 
numbers and appropriate denominations to facilitate trading 
in the underlying ?nancial product. One embodiment of a 
method according to the invention, given a proposed issue 
amount, divides the issue amount by a ?xed denomination to 
determine the number of instruments. The ?xed denomina 
tion is such that the instruments are tradable securities given 
the then current market conditions. In other Words, one can 
set the value of the ?xed denomination to re?ect the denomi 
nations of other existing securities, e.g., other similar secu 
rities, in the market. For example, if the issue amount is 1 
million dollars and the ?xed denomination is 100 dollars 
then the number of instruments is 10,000. Approximately 
concurrent With, and in one embodiment prior to, the cre 
ation of instruments, the method includes obtaining 106 
opinion of counsel, based on the standard terms and com 
pleted standard forms, hiring 110 a registrar to keep the 
books, and hiring 112 a trustee to collect and distribute 
revenues oWed. Finally, the method includes conducting 114 
a public or private offering. 

[0024] Thus, one embodiment of a method according to 
the invention securitiZes a portion of the proceeds of future 
gross sales/revenues, an item that is easily audited, turning 
it into property that can be traded in a secondary market on 
an exchange, should an exchange arrange to trade in these 
securities, or over-the-counter (OTC). An OTC security is a 
security that is not traded on an exchange, usually due to an 
inability to meet listing requirements. For such securities, 
broker/dealers negotiate directly With one another and/or 
investor(s) over computer netWorks and by phone. 

[0025] One embodiment of a method according to the 
invention includes creating a ?nancial product by providing 
standard forms and terms betWeen the issuer and the trustee 
Who is the ?duciary representing the interests of the investor, 
and betWeen the issuer and the underWriter Who is to be paid 
for underWriting the issue. To clarify this point, typically 
issuers sell and investors buy and trade in securities With the 
help of market intermediaries. In the primary market, illus 
trated in FIG. 2, underWriters distribute securities from 
issuers to investors. In other Words, an issuer provides the 
issuer’s obligation to the underWriter in exchange for a 
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commitment of capital. The underwriter in turn provides the 
issuer’s obligation to investors in exchange for money. As 
noted above, the terms of the issuer’s obligations, When 
issuing this security, include providing a return that is a 
function of future sales/revenues over a speci?ed period of 
time. The trustee then collects and distributes revenues oWed 
pursuant to the issuer’s obligations outlined in the standard 
forms and terms. 

[0026] In the secondary market, illustrated in FIG. 3, a 
broker/dealer trades securities for money With investors. 
Thus, as illustrated, generic investor 1 can sell sales certi? 
cate(s) to a broker/dealer for money and generic investor 2 
can purchase sales certi?cate(s) from the broker/dealer for 
money. The broker/dealer typically prefers to end each 
trading day With no inventory, i.e., With longs equal to 
shorts. In addition, if available, the broker dealer can trade 
as agent for investors on an exchange. 

[0027] In one embodiment, the terms for the security are 
non-negotiable by the investors. One achieves the creation 
of instruments representing investment in the ?nancial prod 
uct by forWarding completed/executed forms and the terms 
of the initial public offering to a registrar Who then keeps the 
books. In one embodiment of the invention, the forms and 
terms include instructions to the registrar as to hoW many 
instruments to issue to Whom and in What denominations. In 
other Words, the underWriter instructs the registrar as part of 
the process of conducting an initial public or private offering 
(IPO) to issue sales certi?cates to investors after the under 
Writer receives SEC approval and suf?cient commitments 
from investors in the IPO. 

[0028] An entity, e.g., an exchange or broker/dealer, 
involved in trading of a ?nancial product according to the 
present invention publiciZes the trades. This publicity 
reduces the cost of, and enhances the transfer of, information 
among market participants. The exchange (if there is one) or 
the broker/dealer involved in the trade has an interest in 
publiciZing the fact that it is the market for the security in 
question; this interest is related to the recogniZed phenom 
enon that volume in trading often leads to further volume in 
trading. Properly publiciZed trading prices for ?nancial 
products according to the present invention Will generate 
less confusion and loWer transaction costs than those expe 
rienced in the current bond markets. Evan Schulman and 
Charles Polk discuss transaction costs experienced in the 
bond markets in “Enhancing the Liquidity of Bond Trad 
ing,” The Handbook of Fixed Income Technology, Edited by 
J. Rosen and R. D. Glisker, The Summit Group Press, 
pp.185-194, incorporated herein by reference in its entirety. 

[0029] Investors Want to have greater knoWledge of the 
underlying value or earning poWer of their investments than 
What is currently available. With respect to bonds, only the 
prices of on-the-run treasury bonds are readily available to 
market participants because there are so many individual 
bond issues traded. With respect to equity or stocks, recent 
reports of dif?cult to understand, and perhaps deceptive, 
accounting practices in large publicly-traded companies 
demonstrate the dif?culty of delivering to the investor 
information relevant to valuing equity instruments. Com 
pared to bonds and stocks, a ?nancial product according to 
embodiments of the invention provides an investor With 
easier to understand and easier to verify information about 
What the investor holds or is buying or selling. Thus, using 
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?nancial products according to embodiments of the inven 
tion, issuing ?rms should be able to access capital at a loWer 
rate than available through conventional instruments. All 
things being equal betWeen tWo ?nancial products, an inves 
tor Will pay more for the ?nancial product about Which the 
investor has greater knoWledge, since greater knoWledge 
implies less uncertainty about the risks involved. 

[0030] In one embodiment, the underWriter issues sales 
certi?cates under an Opinion of Counsel pursuant to servic 
ing agreements betWeen the underWriter, trustee and the 
issuer. A registrar keeps the books and a trustee monitors the 
contract/servicing agreement and collects and distributes the 
revenues oWed to the investors. Keeping the books includes 
taking in the above-referenced standard terms and forms and 
creating instruments, Whether virtually or physically, repre 
senting investment in the associated ?nancial product. The 
registrar folloWs the transfer instructions of either the 
exchange, if there is one involved, or the recogniZed bro 
ker(s)/dealer(s) and keeps track of Who oWns the instru 
ments. The trustee and registrar may be the same ?duciary 
entity. In one embodiment, the issuers, the broker(s)/dealers, 
or the exchange can instruct the registrar to use book entry 
to help keep costs doWn. Book entry is the name given to a 
process Where oWnership and transfer of securities occurs in 
the books maintained by the registrar. No physical repre 
sentation of oWnership, such as stock or bond certi?cates is 
delivered to the investor. 

[0031] Advantageously, embodiments of the invention 
ease the burden of auditing the activity of the issuer. The 
investor or those acting on behalf of the investor, e.g., 
analysts, need only examine the gross sales/revenues of the 
issuer. Thus, investors need no longer attempt to understand, 
or rely on the representations of others regarding the put and 
call options imbedded in corporate debt instruments, or the 
dif?cult to understand, and sometimes varying, accounting 
practices involved in determining a ?rm’s earnings. As With 
all security transactions, taxable investors Will need to keep 
records of transactions for capital gains purposes and, 
depending on accounting rules, may be able to depreciate 
their cost basis over the life on the instrument given that, in 
one embodiment, it expires Worthless. By expiring Worthless 
What is meant is that there is no repayment of principal, there 
are no balloon payments at maturity, and the issuer does not 
guarantee the investment With collateral or assets other than 
a guarantee of a speci?ed function of future sales for a 
period of time. 

[0032] Furthermore, embodiments of the invention pro 
vide transparency of trading, i.e., the investor can relatively 
easily determine the value of an instrument. Facilitating the 
creation of standardiZed instruments in sufficient quantities 
leads to ease of price reporting and hence the transparency 
of trading. In addition, embodiments of the invention may 
provide a tax advantage to the issuer in that accounting rules 
may alloW the issuer to pay these obligations out of pre-tax 
gross sales/revenues. 

[0033] Interestingly, F. Modigliani and M. H. Miller, in 
“The Cost of Capital, Corporation Finance and the Theory of 
Investment”,American Economic Review, 48 (June) 261-97, 
incorporated herein by reference in its entirety, indicate that 
the debt-equity mix does not affect the value of a ?rm unless 
its tax liability is altered. This phenomenon is due to the fact 
that ?nancing, in and of itself, does not alter a ?rm’s 



US 2005/0222940 A1 

earnings stream or the earning stream’s present value. HoW 
ever, the additional transparency of the payoff from the 
invention’s instrument should decrease the risks borne by 
investors due to the agency problems faced by management 
and the ?rm’s accountants, and so increase the present value 
of the ?rm. Additionally, the instrument’s expected increase 
in liquidity versus debt issues should decrease the price 
concession required to entice a buyer should the investor 
have to sell the security before maturity. This increase in 
liquidity should also increase the present value of the ?rm. 

[0034] The invention stands in stark contrast to the 
opaqueness of equity earnings as exempli?ed in reports of 
recent accounting irregularities in large publicly-traded 
companies and With the involvement of at least one large 
accounting ?rm. According to embodiments of the inven 
tion, publicly available information imbedded in a ?rm’s 
disclosure statements and the ease of auditing a ?rm’s 
sales/revenue ?gures regulates the sales certi?cates markets 
provided by the invention. More explicitly, enumerated 
bene?ts of embodiments of the invention include: 

[0035] To the Issuer: 

[0036] 1.) In one embodiment, there is no repayment 
of principal (the security is self-eradicating). There 
Will be no sinking funds and no balloon payments at 
maturity and there is no asset or collateral set aside 
to insure repayment of the investor’s capital. Thus, 
according to present accounting practices, it appears 
that the issue can be off balance sheet. In other 
Words, it appears that the ?rm can treat the sales 
certi?cates the same as a lease because the sales 

certi?cates, like simple leases, expire Worthless at 
maturity. Sales certi?cates Would be visible to inves 
tors because payments to the holders/investors of the 
sales certi?cates are a pre-tax charge to the ?rm and 
Would feature prominently in the ?rm’s income 
statement. Further, the existence of a sales certi?cate 
liability Would be indicated by a footnote reference 
in the ?rm’s balance sheet, similar to the treatment of 
the ?rm’s lease obligations. In the event that accord 
ing to accounting practices the issue cannot be off 
balance sheet, the issuer’s pro?t and loss statement 
simply changes accordingly. 

[0037] 2.) There is no need to give up oWnership to 
obtain ?nancing at the discount rates that apply to 
groWth vehicles. 

[0038] 3.) The ?rm can use the sales certi?cates to 
generate a continuous How of funds (capitaliZing 
future sales), if required. In other Words, the ?rm can 
generate a continuous How of funds by using roll 
overs, i.e., by re-capitaliZing future sales as old 
issues expire. 

[0039] To the Investor: 

[0040] 1.) Investors have the ability to participate in 
a ?rm’s sales directly; they no longer need to be the 
residual claimant. The invention gives the investor a 
clearer understanding of results of the investment. 

[0041] 2.) The investor need not evaluate the imbed 
ded options involved in ?xed income investing: there 
are no call or put prepayment features. Stated 
another Way, corporate bond issues are complicated 
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?nancial instruments. They usually have prepayment 
clauses that are really call options. The borroWer can 
exercise the prepayment clauses/call options to his 
advantage. Bonds also represent a put option in that 
the borroWer can put the company or its assets to the 
lender When it is in the company’s interest to do so. 

[0042] 3.) According to embodiments of the inven 
tion, investors can purchase, either directly or 
through pools or mutual funds that invest in sales 
certi?cates, diversi?ed Baskets of High Cash-FloW 
vehicles (With expected groWth if desired). 

[0043] 4.) Investors have the choice to concentrate 
their investments by investing in (a) speci?c ?rm(s) 
or using sector funds that invest in sales certi?cates, 
etc. 

[0044] 5 Investors have available an alternative 
in?ation hedge as opposed to Treasury In?ation 
Based Securities Which re?ect only the government 
calculated consumer price index (CPI). In other 
Words, if in?ation occurs, gross sales/revenues may 
also in?ate, potentially providing investors of sales 
certi?cates With commensurate returns. 

[0045] To the UnderWriter: 

[0046] 1.) The underWriter deals in simple standard 
contracts. Such standard contracts result in loWer 
underwriting costs than current customiZed ?xed 
income contracts. 

[0047] 2.) The underWriter enjoys a continuous How 
of business due to re?nancing as earlier issues 
mature. 

. eaot1onoemo1mentsote 0048 3 Th dp' f bd' fh 
invention as a method of raising capital provides the 
potential for substantial re?nancing activity. 

[0049] 4.) Sales Certi?cates are a complementary 
security and do not supercede equity. HoWever, Sales 
Certi?cates may change the value of equities. Once 
Sales Certi?cates issue, the incentives of the equity 
holder and the Sales Certi?cate holder are aligned, if 
the percentage of participation is beloW a feW per 
cent of sales; both holders desire increased sales. 
Sales Certi?cates provide debt markets With compe 
tition 

[0050] This invention’s securitiZation of future sales/rev 
enues competes With currently available securities, espe 
cially ?xed income securities. Embodiments of the invention 
contemplate a standardiZed set of high cash ?oW securities 
that competes With the fractionaliZed over-the-counter 
(OTC) bond market. Evan Schulman and Charles Polk 
discuss the fractionaliZed OTC bond market in the above 
noted article “Enhancing the Liquidity of Bond Trading,” 
The Handbook of Fixed Income Technology, pp.185-194 

[0051] It may be argued that securities according to the 
invention also provide competition for institutions that fac 
tor sales. Factoring companies (WWW.cfa.com) offer client 
?rms cash for trade or sales receivables. They discount the 
receivables in question according to current interest rates 
and the risks of collecting. HoWever, the sales the factoring 
companies discount are actual as opposed to future sales, 
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and ?rms issuing sales certi?cates may still use the services 
of factoring companies to collect the revenues oWed. 

[0052] With reference to FIGS. 4A and 4B, one embodi 
ment of a method according to the invention further includes 
a Web site and/or non Web-based systems for issuers or 
underWriters to register their offerings. AWeb site is advan 
tageous to the eXtent it provides convenient, ubiquitous 
access to authoriZed users. HoWever, the present invention 
also contemplates the use of non-Internet based access. 
Using encryption and passWord protection, the Web site 
alloWs a potential issuer and/or an underWriter to provide 
relevant information. The Web site provides, and optionally 
completes, initial public or private offering forms 116 for 
submission to the SEC. In one embodiment, the forms are 
SEC approved. 

[0053] In the illustrated embodiment, the appropriate 
party, i.e., the user, enters the Issuer’s Name 118, the 
proposed Issue Amount (e. g., in millions of dollars) 120, the 
issue’s Maturity or the years to Maturity 122, the Current 
Sales of the Issuer 124 and the UnderWriter Fees 126. The 
user then enters the Estimated Sales GroWth Rate 128 and 
Discount Rate 130; or the user may enter the sales (absolute 
dollar value or percent groWth) and/or discount data by year, 
quarter or month. 

[0054] Given this input, according to one embodiment, a 
program accessed via the Web site calculates the Percent of 
Sales 132 Required to Service this Issue. This is an iterative 
calculation (using a bisecting search or equivalent tech 
nique) that ?nds the discounted percent of sales With a 
Present Value equal to the Issue Amount. 

[0055] Should the user Wish to compare the costs of this 
issue With standard debt issues, they may enter the issuer’s 
Operating Margin 134 and Corporate TaX Rate 136 along 
With the debt issue’s Sinking Fund Obligations, if any. The 
program accessed via the Web site then calculates Pro?t and 
Loss Statements for the Issuer for the years the Sales 
Certi?cates Will be outstanding. One embodiment of the 
program calculates three (3) pro?t and loss statements: one 
for a sinking fund bond issue, one for a balloon payment 
issue, and one for a sales certi?cate issue. The user, e.g., the 
underWriter, is then able to compare the ?rm’s cash ?oWs 
under the three alternatives. The Web site can come in a 
variety of forms as Will be obvious to those of skill in the art. 
For eXample, the Web site may present only tWo pro?t and 
loss statements: one for a sinking fund bond issue and one 
for a sales certi?cate issue as illustrated in FIGS. 4A and 
4B. 

[0056] Finally, if the UnderWriter Wishes to go ahead and 
?le the proposed issue With the SEC, the underWriter sup 
plies the names of the Registrar and Trustee, as previously 
arranged, together With their fee scale, and requests appro 
priate forms. In one embodiment, the program accessed via 
the Web site generates appropriate forms, the blank versions 
of Which may have been pre-approved by the SEC. The 
completed forms include the information input by the under 
Writer and the results of calculations made there from. The 
resulting forms can be in a PDF format that cannot be 
altered. The UnderWriter can then revieW them, add the 
Issuer’s Financial History, Description of Business and 
relevant OWnership and Officer information along With an 
Opinion of Counsel and ?le the combined package With the 
SEC. 
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[0057] Description of Pro?t & Loss Statements in FIGS. 
4A and 4B: 

[0058] Line 1, Sales: This is the Sales ?gure input by the 
UnderWriter, groWn annually by the Sales GroWth Rate 
input. (or as input by the UnderWriter by year/quarter or 
month) 
[0059] Line 3, Participation Payment: Calculated using the 
result in the Required Percent of Sales calculation times the 
sales ?gure for the relevant year. 

[0060] Line 4, Operating Costs: Calculated using the 
UnderWriter’s assumed Operating Margin times the sales 
?gure for the relevant year. 

[0061] Line 5, Operating Pro?t: Sales minus Participation 
and Operating Costs 

[0062] Line 6, Interest on Debt: The interest payment 
required to service the Issue Amount outstanding should the 
Issuer have used debt to generate the Issue Amount. 

[0063] Line 7, Net Before TaXes: Operating Pro?t less 
Interest on Debt. 

[0064] Line 8, TaXes: The taXes oWed using the TaX Rate 
supplied by the UnderWriter. 

[0065] Line 9, Pro?t: Net Before TaXes less the TaXes 

[0066] Line 10, Debt Repayment: The amount paid to 
retire the Issue Amount should the Issuer have used debt to 
generate the Issue Amount 

[0067] Line 11, Cash FloW: Pro?t less the Sinking Fund 
(Debt Repayment) On the right hand side of the statement 
We calculate the Present Value of the Cash FloW for com 
parison purposes. 

[0068] The pro?t and loss statement for the sales certi? 
cate accounting shoWn in FIG. 4B assumes that accounting 
rules alloW the issuer to pay its sales participation obliga 
tions out of pre-taX sales/revenue. In the event that account 
ing rules do not alloW the issuer to do so, one Would change 
the pro?t and loss statement accordingly. 

[0069] With reference to FIG. 5, a system 300 for execut 
ing a program accessed via the Web site of FIG. 4A and/or 
via a non Web-based system includes a bus or other com 

munication channel 302 for communicating information 
betWeen components of the system. The system 300 further 
includes a processor 304 coupled to the bus 302 and a main 
memory, e.g., a random access memory (RAM) or other 
dynamic storage device 306 also coupled to the bus. The 
RAM stores instructions for execution by the processor 304. 
The main memory can also store temporary variables. The 
system can include a mass storage device 316 coupled to the 
bus 302 for storing information that is not accessed as 
regularly as information stored in RAM. 

[0070] System 300 can include a display 308 for display 
ing information and input devices such as a cursor control 
device 312 and a keyboard 310 for alloWing a user to input 
data. The system can further include a communication 
device 314 for communicating With other systems, e.g., a 
client. 

[0071] An implication of the invention is that certain 
non-pro?t institutions may be able to access capital markets 
at discount rates heretofore available only to groWth com 
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panies. In other Words, since non-pro?ts by de?nition are not 
pro?t oriented, non-pro?ts have been hindered in obtaining 
access to capital markets to the extent that such access is 
dependent on producing pro?ts. Financial products accord 
ing to the present invention may make non-pro?ts that have 
expected groWth in sales/revenues an attractive investment 
and thus provide access to capital at appealing discount rates 
for those non-pro?ts. Thus, organiZations including non 
pro?ts and ?rms can bene?t from embodiments of the 
invention. 

[0072] Accounting, Issuance, and Valuation of Sales Cer 
ti?cates 

[0073] The folloWing sections address accounting, issu 
ance, and valuation of sales certi?cates according to an 
embodiment of the invention. Section one presents account 
ing practice appropriate for sales certi?cates folloWing 
recent guidance from the American Institute of Certi?ed 
Public Accountants. Example income statements for a ?rm 
issuing debt and for a ?rm issuing certi?cates are compared. 
Section tWo discusses a process for issuing such certi?cates. 
Section three selects a model to adapt for valuation of sales 
certi?cates. Example distributions of value for an individual 
and a portfolio of certi?cates are also estimated and com 
pared to bond equivalents. Section four concludes. 

[0074] 1 Accounting 

[0075] This section discusses the accounting treatment 
appropriate for sales certi?cates. Example income state 
ments for a ?rm issuing debt and for a ?rm issuing certi? 
cates are compared. 

[0076] 1.1 Classi?cation as Debt 

[0077] The American Institute of Certi?ed Public Accoun 
tants (AICPA) Emerging Issues Task Force (EITF) pub 
lished Issue No. 88-18, Sales of Future Revenues. That 
paper discussed the proper accounting procedures When an 
enterprise receives cash from an investor, and agrees to pay, 
for a de?ned period, a speci?ed percentage or amount of the 
revenue, or of a measure of income, to that investor. 

[0078] According to 88-18, there are three issues concern 
ing hoW to classify the cash infusion, of Which tWo apply to 
sales certi?cates:—Whether the enterprise should classify 
the proceeds from the investor as debt or as deferred income 
and hoW that debt or deferred income should be amortiZed. 
The Task Force determined that the presence of any one of 
the folloWing six factors creates a presumption that classi 
?cation of the proceeds as debt is appropriate: 

[0079] 1. The transaction does not purport to be a sale 
(that is, the form of the transaction is debt). 

[0080] 2. The enterprise has signi?cant continuing 
involvement in the generation of the cash ?oWs due 
the investor (for example, active involvement in the 
generation of the operating revenues of a product 
line, subsidiary, or business segment). 

[0081] 3. The transaction is cancelable by either the 
enterprise or the investor through payment of a lump 
sum or other transfer of assets by the enterprise. 

[0082] 4. The investor’s rate of return is implicitly or 
explicitly limited by the terms of the transaction. 
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[0083] 5. Variations in the enterprise’s revenue or 
income underlying the transaction have only a tri 
?ing impact on the investor’s rate of return. 

[0084] 6. The investor has any recourse to the enter 
prise relating to the payments due the investor. 

[0085] Since factors one, tWo and four appear to speci? 
cally apply, the proceeds from the issue of Sales Certi?cates 
should be treated as debt. Factor one applies because the 
transaction is not a sale. Factor tWo applies since the issuer 
Will be involved in the generation of sales that determine the 
amounts paid to investors. Factor four applies because the 
investor’s rate of return is limited by the percentage of sales 
and the term of the certi?cates. 

[0086] While FASB has not con?rmed this understanding, 
one Would expect that the issue Would be amortiZed peri 
odically using the straight-line method, e.g., annually. Some 
of the excess expense over and above the amortiZed amount 
Would be deemed interest expense. To the extent that such 
“excess” is less than the interest rate assumed and stated in 
the indenture When the certi?cates Were issued, the differ 
ence should be recorded as a gain on the ?nancing transac 
tion for that year: to the extent that it is greater, the difference 
should be recorded as an additional cost on the ?nancing 
transaction for the applicable year. 

[0087] 1.2 Income Statement Comparison 

[0088] A comparison of the accounting treatment appro 
priate for issuers of debt and for issuers of certi?cates can 
best be illustrated by a numerical example (similar to the 
example provided above). Consider a ?rm With current 
annual sales of $1,000 M seeking to raise $100 M. Assume 
that the ?rm’s sales groW by 10% per year, and that the ?rm 
operating margin is 40% and corporate tax rate is 35%. 
Assume also that both the debt and certi?cate issues have 
maturities of 10 years and that the issue amounts Will be 
amortiZed at the rate of 10% per year. 

[0089] For consistency in valuing portfolios of securities 
in a later section, assume the bond coupon rate is consistent 
With a BBB rated bond and take the numerical value of 4.1% 
using Table 4 of Crouhy, M., D. Galai and R. Mark. (2000). 
“A comparative analysis of current credit risk models, 
”J0urnal ofBanking & Finance, 24, 59-117, denoted in later 
sections as CGM. Although this value corresponds to a 
one-year forWard rate, one can assume the rate is constant 
over the term of the issue for simplicity. 

[0090] For sales certi?cates, the percent of sales required 
to service the issue is determined by the value of the issue 
divided by the present value of sales over the term of the 
issue. One can assume that the discount rate appropriate for 
valuing the certi?cate equals the bond coupon rate so that 
one can make a comparison of the income statements for 
both the issuer of debt and the issuer of certi?cates. 

[0091] FIGS. 6A and 6B present the income statements 
resulting from these assumptions. Note that the amount 
payable to certi?cate holders in any one year, or in total, may 
or may not exceed the planned amortiZation of the certi?cate 
amount. When it does, the excess amount, termed partici 
pation, is accounted for pre-tax, analogous to debt interest 
payments. HoWever, While debt interest payments decline 
over the term of the debt as the principal is repaid, certi?cate 
participation rises as sales increase. The result is that in early 



US 2005/0222940 A1 

years, issuers of debt have lower earnings than issuers of 
certi?cates: in later years the situation reverses. However, 
note that, given these income statements use the same 
interest rate for both securities, the present values of the 
pre-taX payments to the investors and the cash ?oW/earnings 
?gures are virtually identical. 

[0092] 2 Issuing Procedure 

[0093] This section brie?y discusses possible mechanics 
for issuing sales certi?cates in a cost effective manner. 

[0094] 2.1 Issuance 

[0095] As noted above, in one embodiment a Web-site 
generates a standardiZed prospectus for such issues. The site 
Would be available for broker/dealers Who have registered 
there as underWriters of Sales Certi?cates. AuthoriZed 
underWriters enter particulars about the proposed issuer, 
including the amount of capital to be raised, a sales forecast, 
a measure of the variability of that forecast, the appropriate 
term-structure of interest rates and the trustee for the issue. 
The underlying program calculates the percent of sales to be 
paid to investors given the above variables. The underWriter, 
after doing “What-if” analysis, uses the program to generate 
a standard prospectus and trustee indenture customiZed for 
this particular issuer. All that Would need to be added to this 
paperWork for submission to the SEC and potential investors 
is an Opinion of Counsel that the company has the authority 
to issue such paper, a relevant ?nancial history of the issuer 
and a Statement of Purpose as to hoW the proceeds Will be 
used. 

[0096] 2.2 Statement of Purpose 

[0097] The Statement of Purpose should address the 
appropriate siZe of the issue given the current level of sales 
and capitaliZation of the ?rm. Demonstrating that manage 
ment is groWing the earnings of the ?rm is a reasonable 
approach. If sales are pro?table, increasing sales increases 
the stream of residuals accruing to the equity holders; 
hoWever the leverage involved in issuing paper With a prior 
claim on revenues increases the volatility of that stream of 
residuals and thus sloWs their rate of groWth. For instance, 
chapter 5 of MarkoWitZ, Harry M. (1959) “Portfolio Selec 
tion: Ef?cient Diversi?cation of Investments”, Yale Univer 
sity Press, NeW Haven Conn. notes that one can approXimate 
the compound groWth rate as a function of the average 
groWth rate less 1/2 the variance. The ?nancial literature 
provides other models that value ?oWs of funds given their 
volatility. As a minimum, both equity and certi?cate inves 
tors Would like to see that the ?nancing is a rational step for 
the ?rm that Will increase the compound groWth rate of 
earnings. Including such an analysis in the Statement of 
Purpose Will help all concerned to avoid instances Where 
?rms over-leverage in terms of the percent of sales used to 
support an issue. 

[0098] 3 Valuation 

[0099] This section selects an approach to adapt for the 
valuation of sales certi?cates and provides eXample distri 
butions of value for an individual certi?cate and a portfolio 
of certi?cates and compares these to bond equivalents. 

[0100] 3.1 Model Selection 

[0101] Credit risk models have also been advanced in a 
number of commercial products. CGM provides an often 
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cited and comprehensive analysis of the commercial credit 
risk products: CreditMetrics, KMV, CreditRisk+ and Cred 
itPortfolioVieW. The outline of the approach for CreditMet 
rics along With a number of empirical values presented in 
this Work Will be used in the subsequent analysis. 

[0102] Longstaff, F. A. and E. S. SchWartZ. (1995) in “A 
simple approach to valuing risky ?Xed and ?oating rate 
debt,”The Journal of Finance, 50 (3), 789-819, denoted in 
later sections as LS, develop a model for valuing risky 
corporate debt using a structural approach that is appealing 
for the simplicity of the resulting closed form solution. This 
section adapts the LS model for valuing risky corporate debt 
to value sales certi?cates because of its conceptual clarity 
and computational utility. 

[0103] 3.2 Valuation Approach 

[0104] This section adapts the frameWork developed by 
LS for valuing risky corporate debt to valuing sales certi? 
cates. This section also presents the numerical procedure 
used to generate various potential outcomes for investors to 
be described in a later section. 

[0105] SiX assumptions underlie the LS valuation frame 
Work: 

[0106] Assumption 1: The total assets of the ?rm, V, 
eXhibit dynamics 

[0107] Where (IV is a constant and dZV is a standard 
Weiner process. 

[0108] In the present case, the return to certi?cate holders 
is determined using a forecast for the present value of future 
sales. Therefore, one can consider the dynamics of the total 
sales of the ?rm. For any realiZation of this sales process, 
and based on the AICPA guidelines, an operating pro?t 
results Which, When discounted, determines the total value 
of the ?rm. Assume, then, that the total sales of the ?rm, S, 
eXhibit dynamics 

dS=nsSdt+osSdZS (2) 

[0109] Where OS is a constant and dZS is a standard Weiner 
process. 

[0110] Assumption 2: The short-term riskless interest rate, 
r, exhibits dynamics 

[0111] Where ‘Q, [3 and 11 are constants and dZI is also a 
standard Wiener process eXhibiting correlation p With dZV. 

[0112] For adapting the LS frameWork for valuing sales 
certi?cates We assume dZI eXhibits correlation p With dZS. 
LS note that these interest rate dynamics are consistent With 
the Vasicek (1977) model for the term structure and are 
adopted to enable closed form solution. Since a numerical 
method Will be required here to accommodate the ?rm 
valuation procedure, other interest rate dynamics could be 
used Without increasing computational complexity. The 
interest rate dynamics originally adopted by LS Were 
retained to alloW their closed form solution to be used to 
validate the numerical solution for debt issuers. 
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[0113] Assumption 3. The value of the ?rm is independent 
of the capital structure of the ?rm. 

[0114] LS note that this assumption simply means the 
Modigliani-Miller Theorem holds. The approach followed 
here is consistent With this assumption. HoWever, for suf? 
ciently small discount rates, the difference in accounting 
betWeen debt and certi?cates in our spreadsheet example 
Will lead to slightly differing operating pro?ts and hence, 
after discounting, slightly differing ?rm values. 

[0115] Assumption 4. Financial distress occurs immedi 
ately When the total assets of the ?rm reach a threshold 
value. 

[0116] Financial distress can occur in a ?rm issuing sales 
certi?cates, of course, as it can for debt. For example, sales 
may provide insuf?cient cash How to meet current obliga 
tions, including payments to certi?cate holders, or sales may 
provide insuf?cient Working capital. No adjustment is made 
in the present models for the fact that, because Sales 
Certi?cates require no ?xed payments, the incidence of 
bankruptcy should be less than When using standard debt 
instruments. 

[0117] Assumption 5: Reorganization folloWs ?nancial 
distress resulting in a Write-doWn in the value security 
holders receive. 

[0118] Recovery rates for corporate bond holders during 
reorganiZation have been Well studied. Of course, no data is 
available to study the recovery rates of ?rms that have issued 
sales certi?cates and defaulted. In order to facilitate the 
comparison betWeen issuers of debt and issuers of certi? 
cates, one can assume that the same recovery rate applies for 
each. LS note that there is no reason to assume that the 
recovery rate is constant. One can assume it is draWn from 
a normal distribution using mean and standard deviation 
from CGM. 

[0119] Assumption 6: Perfect, frictionless markets in 
Which securities trade in continuous time. 

[0120] This assumption is required in the LS frameWork 
so that standard results could be used to derive the price 
governing partial differential equation. The numerical solu 
tion technique employed in our model makes this assump 
tion unnecessary. 

[0121] The frameWork adapted to this point applies for an 
individual ?rm. In order to consider a portfolio of ?rms, We 
must account for the empirical observation that default of 
one ?rm is correlated to the default of other ?rms. The 
correlation occurs due to the common effects of the macro 
economic environment and due to ?nancial dependencies 
betWeen ?rms. The valuation frameWork can be extended to 
this case by assuming that the total sales of ?rm i, Si, exhibit 
dynamics 

dSi=,uiSidt+oiSialZi (4) 

[0122] Where Qi is a constant and dZi is a standard Weiner 
process. We refer to the covariance matrix relating dZi and 
dZI for all i as Z. 

[0123] 3.3 Solution 

[0124] The solution procedure begins by assuming an 
interest rate spread and average cumulative default rate 
consistent With the credit rating of the ?rms in the portfolio: 
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the spread and average cumulative default rate are the same 
for issuers of debt and issuers of certi?cates. A baseline 
value of the ?rm is determined using a forecast of sales and 
the appropriate accounting treatment. The level of sales 
required to service the certi?cate issue is determined using 
these baseline values, the risk-free interest rate, and the 
appropriate spread. Thresholds for default are determined 
assuming a normal distribution and using average cumula 
tive default rates and baseline ?rm values. Random paths are 
generated for the sales of each ?rm and for the underlying 
risk free interest rate. The covariance structure is enforced 
by post-multiplying each vector of innovations by the 
Cholesky decomposition of the covariance matrix 2. The 
debt or certi?cate is revalued using the current sales and 
interest rate path With the appropriate spreads and compared 
to the default threshold. If default occurs, the security value 
is Written doWn. Repetition of this process over many paths 
leads to a distribution of ending values for the issue (see 
FIG. 7A), or portfolio of issues (see FIG. 7B). 

[0125] 3.4 Example Distributions of Value 

[0126] Again, a comparison of the distribution of security 
value for issuers of debt and for issuers of certi?cates can 
best be illustrated by a numerical example. Consider a 
portfolio of ?rms each With current annual sales of $1,000 
M and each seeking to raise $100 M. One can assume each 
?rm issuing debt structures the bond so that annual principal 
and interest payments are made over ten years. One can 
assume the portfolio of ?rms is selected so that bonds having 
a rating of AAA, AA, A, BBB, BB, B, and CCC are 
represented. One can chose spreads and average cumulative 
default rate using values from Table 2, 4 and 6 of CGM. One 
can assume that all certi?cate issues Will expire in ten years 
and the discount rate appropriate for valuing all certi?cates 
equals the corresponding bond coupon rate so that a com 
parison of the security value for the issuer of debt and the 
issuer of certi?cates can be made. Assume that all debt and 
certi?cate issue amounts Will be amortiZed at the rate of 10% 
annually and that the operating margin is 40% and the 
corporate tax rate is 35%, for all ?rms. 

[0127] Parameters de?ning the sales and interest rate 
dynamics must also be speci?ed. Assume that the sales drift 
rate is 10% annually and that the annualiZed volatility of 
sales is 20% for all ?rms. Assume that the long-run risk free 
interest rate is 3% With a mean reversion factor of unity and 
annualiZed volatility of 3%. The correlation betWeen sales of 
each ?rm is 0.6 and betWeen sales and the short-term 
risk-free interest rate is —0.3. When default occurs, draW a 
Write-doWn value from a normal distribution With mean of 
35.82% and standard deviation of 23.81% based on Table 6 
of CGM and corresponding to senior subordinated debt. 

[0128] FIGS. 7A and 7B illustrate the resulting distribu 
tions for an individual BBB rated security and for an equally 
Weighted portfolio of securities. Note that the distribution of 
debt value exhibits the expected long tail on the doWnside, 
While the distribution of certi?cate value exhibits a broader 
distribution With a longer tail on the upside. 

[0129] 4 Conclusions 

[0130] Sales certi?cates are a neW type of security pro 
viding a return that is a function of a ?rm’s sales over a 
speci?ed period of time in the future. Investors bene?t from 
this neW security by gaining a clearer understanding of the 
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process that generates their investment returns. AICPA rules 
determine that the proceeds from the issue of sales certi? 
cates should be treated as debt since a periodic percent of 
sales Will be paid to investors and the issuer Will be involved 
in the generation of sales, and because the investor’s rate of 
return is limited by the speci?ed percentage of sales and the 
term of the certi?cates. A structural approach for valuing 
sales certi?cates is developed by adapting the LS model for 
valuing risky corporate debt. The distribution of value for 
sales certi?cates, or a portfolio of sales certi?cates, is 
broader than the distribution of value for comparable debt, 
or a portfolio of debt issues, and exhibits a signi?cantly 
longer upside tail. 

[0131] Having thus described embodiments of the inven 
tion, various alterations, modi?cations and improvements 
Will readily occur to those skilled in the art. Such alterations, 
modi?cations and improvements are intended to be Within 
the scope and spirit of the invention. Accordingly, the 
foregoing description is by Way of eXample only and is not 
intended as limiting. The invention’s limit is de?ned only in 
the folloWing claims and the equivalents thereto. 

What is claimed is: 
1. A method for creating a ?nancial product comprising: 

providing standard forms and terms to an issuer and to 
investors, the terms to the issuer including providing 
capital to the issuer in eXchange for a return that is at 
least in part a function of future sales of the issuer over 
a speci?ed period of time, the terms to the investors 
being non-negotiable, the capital provided to the issuer 
being provided by investors investing in the ?nancial 
product; and 

arranging for the creation of instruments representing 
investment in the ?nancial product. 

2. The method of claim 1, Wherein the speci?ed period of 
time is betWeen about 1 year and about 12 years. 

3. The method of claim 1, Wherein the issuer is an 
organiZation and Wherein the future sales that are the subject 
of said terms are at least one of the future sales of the 
organiZation, the future sales of a subsidiary of the organi 
Zation and the future sales of a division of the organiZation. 

4. The method of claim 1, Wherein the issuer is a com 
bination of organiZations that have combined to sell claims 
on their joint future sales. 

5. The method of claim 1, Wherein the method further 
comprises setting the function of sales using at least one of 
historical and eXpected groWth rates for sales and using an 
appropriate discount rate; and Wherein arranging for the 
creation of instruments comprises creating the instruments 
in appropriate denominations such that the instruments are 
tradable securities given the then current market conditions. 

6. The method of claim 5, Wherein an appropriate discount 
rate is a discount rate that is mutually agreed upon by the 
issuer and investors in light of prevailing market conditions. 

7. The method of claim 1, Wherein the function of future 
sales is a trivial transformation of future sales. 

8. The method of claim 1, Wherein the function of future 
sales is a linear function. 

9. The method of claim 1, Wherein the terms to the issuer 
include providing capital to the issuer in eXchange for a 
return that is a function of future sales over a speci?ed 
period of time and for a security that expires Worthless at 
maturity. 
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10. The method of claim 1, Wherein information about the 
issuer’s obligations pursuant to said terms is capable of 
being generated at a loW-cost relative to obtaining informa 
tion about any one of a residual equity claim, (ii) a 
borroWer in a conventional commercial loan conteXt, and 
(iii) a debt issue. 

11. The method of claim 1, Wherein the terms to the issuer 
include providing capital to the issuer in eXchange for a 
percentage of future sales over a speci?ed period of time. 

12. The method of claim 11, Wherein the percentage of 
future sales is betWeen about 1% and about 10%. 

13. The method of claim 11, Wherein the cumulative 
percentage of future sales based on more than one issue is 
not substantially greater than 10%. 

14. The method of claim 11, Wherein the value of the issue 
eXceeds about $1 million. 

15. The method of claim 1, Wherein arranging for the 
creation of instruments comprises: 

receiving an issue amount; 

receiving a ?Xed denomination for the instruments; and 

dividing the issue amount by the ?Xed denomination to 
determine the number of the instruments. 

16. A ?nancial product produced by a process comprising: 

providing standard forms and terms to an issuer and to 
investors, the terms to the issuer including providing 
capital to the issuer in eXchange for a return that is at 
least in part a function of future sales of the issuer over 
a period of time, the terms to the investors being 
non-negotiable, the capital provided to the issuer being 
provided by investors investing in the ?nancial prod 
uct; and 

arranging for the creation of instruments representing 
investment in the ?nancial product. 

17. The ?nancial product of claim 16, Wherein informa 
tion about the issuer’s obligations pursuant to said terms is 
capable of being generated at a loW-cost relative to obtaining 
information about a borroWer in a conventional commercial 
loan conteXt. 

18. The ?nancial product of claim 16, Wherein arranging 
for the creation of instruments comprises: 

receiving an issue amount; 

receiving a ?Xed denomination for the instruments; and 

dividing the issue amount by the ?Xed denomination to 
determine the number of the instruments. 

19. An electronic data processing method for preparing to 
register a sales participation based offering, the method 
comprising: 

receiving information regarding the amount of an issue 
desired by a potential issuer; 

receiving sales information related to current sales and to 
sales groWth rate for the potential issuer; 

receiving discount rate information for the issue; and 

calculating a function of future sales of the issuer appro 
priate to service the issue. 

20. The method of claim 19, Wherein the function of 
future sales is a percentage of future sales. 

21. The method of claim 19, Wherein calculating a func 
tion of sales appropriate to service the issue comprises 
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determining a percentage of future sales that is to be paid to receiving information regarding the amount of an issue 
investors such that the probable total amount paid to the desired by a potential issuer; 
investors discounted to present day dollars is substantially 
equal to the investment. 

22. A system for preparing to register a sales participation 
based Offering the System Comprising? receiving discount rate information for the issue; and 

a memory for storing instructions; and 

receiving sales information related to current sales and 
to sales groWth rate for the potential issuer; 

calculating a function of future sales of the issuer 
a processor in communication With the memory, the appropriate I0 Service the iSSllfI~ 

processor operative to utiliZe the instructions stored in 
the memory for: * * * * * 


